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TRANSPORTATION ACT OF 1920 

DANIEL WILLARD 
President, Baltimore and Ohio Railroad Company 

THE framing of the Transportation Act of 1920 was pre- 
ceded by one of the most exhaustive investigations ever 
conducted by Congress, and the Act in its present form 
undoubtedly reflects the enlightened effort of that body to deal 
with the American railroad problem in a constructive and 
effective manner. 

It is desirable that we have a clear understanding of just 
what the American railroad problem really is before we attempt 
to decide how it should be dealt with. What we are in the 
habit of speaking of as the American railway system is, of 
course, not a system at all in the sense in which the word 
" system " is ordinarily used. It is not, for instance, such a 
system as we have in mind when we speak of the Pennsylvania 
or Santa Fe Systems, nor is it like the American Telephone and 
Telegraph Company, which latter includes under one general 
management or supervision a network of wires reaching all 
parts of the United States. When we speak of the American 
railway system we have in mind, I suppose, the 1,800 or more 
separate and independent railroad companies in the United 
States, owning and operating steam railroads, with a total 
length of about 265,000 miles, having in the aggregate about 
2,500,000 freight cars, about 65,000 locomotives and about 
56,000 cars used in passenger train service — all representing a 
total investment of approximately $20,000,000,000 and giving 
direct employment to upwards of 2,000,000 persons. The 
American railroad problem, as it is called, grows out of the 
question : how can this great aggregate property, represented 
by an investment of $20,000,000,000, be so developed, main- 
tained and operated as to furnish the people with adequate 
transportation at reasonable rates? 

The steam railroad has ceased to be a new thing and certain 
fundamental truths concerning the railroad problem have been 
so clearly demonstrated that they may now be accepted as estab- 
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lished. One of the fundamental truths which I have in mind 
is this : Whatever policy of ownership, control or operation may 
be adopted with reference to our American railroads, it must 
make satisfactory provision so that in times of emergency it 
will be possible to mobilize and coordinate promptly all of the 
physical properties of all the companies in order that the rail- 
road plant as a whole may be used in the most effective manner 
possible. Such coordination we know is possible under gov- 
ernment operation. Such coordination was attempted by the 
railroads themselves in 1917, and with a much greater degree 
of success than is generally recognized, through the agency of 
the Railroad War Board, which they voluntarily established 
in April of that year. The War Board, however, had no legal 
status, and as the laws were at that time, its efforts were much 
hampered and interfered with. A satisfactory settlement of 
the railroad problem demands among other things that suitable 
provision be made by law for the prompt mobilization and co- 
ordination of the railway properties when necessary in the 
public interest. 

The Transportation Act of 1920, therefore, specifically pro- 
vides that in times of emergency the Interstate Commerce 
Commission shall be authorized to assume direction and control 
of all the cars and engines of all the railroads in the United 
States, as if they were in fact owned and controlled by the 
government, and it authorizes the Commission to take such 
further steps as may be necessary to give effect to this provision 
of the Act. It should be borne in mind, however, that this 
broad authority which the Commission is authorized to assume 
over private property is to be exercised only in times of 
emergency. Congress undoubtedly recognized the fact that it 
is not possible to have complete coordination and unified oper- 
ation of all the railroads and at the same time have the benefit 
of competition. The two things are incompatible. It was be- 
lieved, and I think justifiably so, that while it was necessary 
in the public interest to provide for the effective mobilization 
of all the railroad facilities in times of emergency, it was also 
desirable in the public interest that except in times of emer- 
gency the individual companies should be given the fullest op- 
portunity for individual initiative, enterprise and competition. 
I believe the Transportation Act of 1920 effectively provides 
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for that phase of the railroad problem, and my belief is based 
upon the knowledge that during the fiscal year 1920, when it 
may be said there was a transportation emergency such as was 
contemplated in the words of the Act, the American railroads, 
acting under its provisions and in cooperation with the Inter- 
state Commerce Commission, so coordinated their efforts that 
in the aggregate they moved over 447 billion ton-miles during 
the year. This was 7 billion ton-miles greater than the high- 
est previous accomplishment, which was in 1918, while the 
roads were under Federal control. The importance of being 
able to mobilize promptly all of the railroad facilities in times 
of emergency is so great that had it not been possible to provide 
satisfactorily therefor in connection with private ownership 
and operation, it is altogether likely that Congress would have 
felt compelled to accept the policy of Government ownership 
and operation as the only possible alternative. 

Congress, however, having decided that it was possible under 
proper legislation effectively to coordinate the railway facilities 
when necessary, or in times of emergency, and having made 
suitable provision by law for such coordination, then gave con- 
sideration to another phase of the railroad problem as related 
to private ownership and operation. 

Of course, it is recognized that if we are to have private 
ownership and operation of the railroads, it can only be had 
upon a voluntary basis. No one, under institutions such as 
ours, can be forced against his will to invest his money in rail- 
roads. At the same time it is recognized that at least 
$500,000,000, and probably more, must be expended each year 
by the railroads for new facilities in order that they may pro- 
vide for the demands of our growing commerce, and unless 
railway securities can be made so attractive that each year at 
least $500,000,000 of new capital will seek investment in that 
direction, then the scheme of private ownership will fail, be- 
cause we cannot as a people afford to have inadequate trans- 
portation facilities. But whether railway securities are attrac- 
tive or not from the investors' point of view depends, of course, 
upon the rate and dependability of return and the certainty of 
ultimate recovery of the capital invested. 

Congress, with a full understanding of this phase of the 
problem, for the first time laid down for the guidance of the 
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Interstate Commerce Commission a definite rule to be fol- 
lowed with reference to the fixing of the rates and charges 
which the railways might lawfully impose. What Congress in 
effect did was to announce a policy, and in harmony therewith 
it authorized and directed its agent, the Interstate Commerce 
Commission, to fix rates and charges so that the railroads as a 
whole, or as a whole in certain regions or groups, should be 
able, in connection with honest and efficient management, to 
earn a net operating income equal as nearly as may be to a fair 
return upon the value of the property devoted to transportation 
purposes. Nothing was said in the Act about the rate of 
return upon the stocks and bonds of the railroads. As a 
matter of fact there is no mention in the law of either railroad 
stocks or bonds, nor is there a guarantee of any definite return 
as some have seemed to think, but simply the statement that 
the railroads as a whole should be entitled to receive a fair 
return, if honestly and efficiently managed, upon the value of 
the property devoted to the public use. 

However, because the railroads are not all in one compact 
system, because there are in fact several hundred separate and 
independent companies, because some roads are more favor- 
ably located than others, and because it was recognized that 
different roads running between the same points should, and as 
a matter of fact must, charge the same rates, it was therefore 
recognized that rates which might be high enough to yield a 
fair return to some of the carriers, might not yield an adequate 
return to others in the same group. It was realized also that 
the identical rates might yield to still other carriers in the 
same group a higher return than could be justified from the 
public point of view. 

It is essential in the public interest, however, that all the 
roads, generally speaking, should be able to survive and at the 
same time properly maintain and enlarge their facilities as 
circumstances may require. To overcome the difficulties re- 
sulting from the conditions just referred to, it is provided in 
the Act that if from rates fixed so as to yield a fair return upon 
the value of all the roads in a specific group, certain individual 
companies in the same group should be able to earn more than 
six per cent upon the value of their property, then in that case 
one-half of the net operating income earned above six per cent 
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from rates so fixed should be recoverable by the government. 
This feature of the Act has been much criticized, and by many 
has been held to be unconstitutional. Personally, I do not 
believe it is possible for private ownership of the railroads to 
endure in this country without such a provision as this in 
the Act. As a practical matter without such a provision in the 
Act, I do not believe that politically appointed agencies, in face 
of the opposition which might be urged, would approve rates 
high enough to yield a fair return upon the properties as a 
whole constituting a group for rate-making purposes, when it 
was clear that from a lower or existing basis of rates one or 
more companies in the same group could earn an operating in- 
come in excess of the requirements from an investment point 
of view. The result would be that while some of the railroads 
might be very prosperous and others might manage to live, 
still others less fortunately situated might not be able to survive 
as commercial enterprises, and consequently they would be un- 
able to furnish adequate transportation to that part of the 
public depending upon them for service. 

It was therefore thought better and more in the public inter- 
est that rates should be fixed high enough to yield a fair return 
upon all of the property used for transportation purposes in any 
particular group of competitive lines, even though some roads 
might be able to earn a sufficient return on a lower rate basis. 
Inasmuch, however, as the more fortunate roads would benefit 
by the higher rate basis necessary to sustain the less fortunate 
roads, Congress decided that whatever was earned above six 
per cent upon the property value of any particular road from 
rates so fixed, should be divided equally between the road and 
the government. 

I repeat that in my opinion private ownership and operation 
of the railroads in this country can not endure without some 
such provision, nor do I think the provision which I have just 
referred to is in itself unfair or inequitable. Undoubtedly if 
it were not for the necessity of the less fortunate roads, the more 
fortunate ones would not be permitted to charge the higher 
rates. The very fact that some roads in a group are fortunate 
enough to be able to earn more than six per cent upon the value 
of their property, even though part of such excess is recoverable 
by the government, puts the securities of such companies in a 
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preferred class, and because such companies are permitted to 
retain one-half of all they can earn above six per cent, there 
would seem to be ample inducement to stimulate initiative and 
enterprise. Personally, I approve of this particular feature of 
the Act, and I venture to express the hope that its constitu- 
tionality will be upheld in the courts. Otherwise I feel that 
rates will not be maintained on a basis sufficiently high to sus- 
tain the roads in general, in which event private ownership 
and operation of the railroads as a national policy will fail. 
Congress, having satisfied itself that it was possible under 
private ownership, with suitable legislation, for the railroads 
to be coordinated in times of emergency, then addressed itself 
to the financial phase of the problem, which it undertook to 
solve by the establishment of a rule for rate-making, as I have 
shown. 

There still remained to be dealt with one other important 
phase of the problem, to which I shall now refer. In no other 
country in the world do the people make so great a use of the 
railroads as in ours. The steam railroads in the United States 
perform a freight service equal to the movement of 4,000 tons 
one mile per annum for each man, woman and child of our 
entire population, while the latest figures available show that in 
Europe the analogous service performed by the railroads is 
probably less than 600 tons one mile per capita per annum. 

The greater use made of the railroads by the people in this 
country is of course influenced largely by the fact that ours is 
a country of great distances and is also rich in natural and 
varied resources. It has come about, therefore, that in the 
City of New York, an an example, the flour used is very likely 
made from wheat grown on the rich prairies of Minnesota and 
the Dakotas. The beef which is eaten here was perhaps bred 
in Texas, developed in Wyoming, fattened in Iowa and dressed 
in Chicago. Not only do we find upon the tables in New York 
and Boston salmon caught in the waters on the Pacific Coast 
and shipped from Seattle, but there will also be found on the 
tables in Seattle the cod caught in the North Atlantic waters 
and shipped from Boston. Many similar instances might be 
cited. In short, it has generally been found advantageous, be- 
cause more economical, to produce our flour, meats, minerals, 
forest products etc. where each can be produced or obtained at 
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the lowest initial cost and then transport them, largely by rail, 
to the point of ultimate consumption, the entire transportation 
cost being less than the difference in initial cost of production 
in different parts of the country. With this in mind it is mani- 
festly important that there should be regularity and continuity 
of service by the railroads, and one of the important problems 
before Congress was to insure if possible such continuity by 
guarding against interruption of service which might be caused 
by misunderstandings and disputes arising between the railroad 
managers and their employees. 

It was urged by some that this provision of the Act should 
be so written as to prohibit strikes upon the railroads. It was 
not possible to enact legislation of that character, nor do I 
think it would have been wise to enact such legislation at that 
time. I believe it would be a mistake for Congress to pass a 
law prohibiting strikes unless we are quite certain that we shall 
be able to enforce such a law once it has been enacted. Per- 
sonally I do not believe that we have reached a stage where we 
can feel confident that such a law would or could be effec- 
tively enforced. The matter was, therefore, dealt with, I think, 
in the wisest way possible under the circumstances. Congress 
created machinery and set up agencies by virtue of which the 
employees could feel assured of obtaining just as fair wages 
and working conditions without striking as they could reason- 
ably expect to obtain even if they did strike. 

The Act provides, first, that — 

It shall be the duty of all carriers and their officers, employees and 
agents to exert every reasonable effort and adopt every available 
means to avoid any interruption to the operation of any carrier grow- 
ing out of any dispute between the carrier and the employees or sub- 
ordinate officials thereof. All such disputes shall be considered and, 
if possible, decided in conference between representatives designated 
and authorized so to confer by the carriers, or by the employees or 
subordinate officials thereof, directly interested in the dispute. If any 
dispute is not decided in such conference, it shall be referred by the 
parties thereto to the Board, which, under the provision of this title 
is authorized to hear and decide such dispute. 

The Act also provides for the creation of the Board above 
referred to and in that respect reads as follows : " There is here- 
by established a board to be known as the Railroad Labor 
Board and to be composed of nine members." 

The members of the Labor Board are to be appointed by the 
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President. Three of his appointees shall be from men nomin- 
ated by railroad employees, three shall be from men nominated 
by the railroad companies, and three shall be selected by the 
President himself, as representing in a larger way the general 
public, and all nine shall be confirmed by the Senate. In fact, 
Congress has created for this particular purpose a special Labor 
Court consisting of the same number as the Supreme Court 
of the United States, appointed in the same way, that is to say, 
by the President and confirmed by the Senate, and has given the 
Board or Court a status and dignity in keeping with its im- 
portance. The Act says that it shall be the duty of the Board 
to establish rates of pay and standards of working conditions 
which, in the opinion of the Board, shall be just and reasonable, 
and in determining the justness and reasonableness of such 
rates the Board is directed to take into consideration, among 
other things — 

1. The scale of wages paid for similar kinds of work in other 
industries; 

2. The relation between wages and the cost of living; 

3. The hazards of the employment; 

4. The training and skill required ; 

5. The degree of responsibility; 

6. The character and regularity of the employment; and 

7. Inequalities of increases in wages or of treatment, the 
result of previous wage orders or adjustments. 

It may indeed be said that Congress by this Act has made 
a preferred class of the railroad workers, because so far as I 
know this is the first and only time that Congress has ever 
definitely enacted that any particular class of the people should 
be given at all times and under all circumstances just and rea- 
sonable wages and working conditions. Of course, Congress 
did not do this primarily in the interest of the workers. Con- 
gress acted only as it had a right to act in the interests of the 
nation as a whole. Congress acted with a full realization of 
the importance of an uninterrupted transportation service in a 
country such as ours, but being unwilling to deprive the work- 
ers of their right to strike, it sought to provide machinery 
which would make it unnecessary under any circumstances for 
the men to stop work in order to obtain just and reasonable 
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treatment. In short, Congress provided, or aimed to provide 
by law, that the railroad workers should at all times be assured 
of just as good wages and just as good working conditions 
without striking as they could reasonably expect to secure even 
if they did strike, for it is clear that no one could justify or ex- 
pect to win a strike for wages or working conditions that would 
be unjust or unreasonable. This feature of the Act has been 
much criticised, but I venture to think that during the short 
time the Act has been in effect, the labor provision has more 
than justified itself by actual results achieved when viewed 
in a large way. 

It may, of course, be said that each one of the three features 
of the Act which I have been discussing is in a sense experi- 
mental. Nevertheless, it is my feeling and firm belief that so 
far it cannot be said that the experiment has failed in con- 
nection with any one of the features mentioned. On the con- 
trary it seems to me that the results so far obtained, when 
fairly considered, have measurably met the proper expectation 
of Congress. 

There are other important features of the Transportation 
Act to which I have not referred at all, chiefly because of my 
limited time and because I do not consider them of fundamental 
importance. One of the provisions which I have in mind has 
reference to the future grouping of the railroads into a rela- 
tively small number of strong, competing lines. I am in favor 
of the general policy so announced. I do not, however, con- 
sider it of fundamental importance. 

I believe that the Transportation Act of 1920 affords a work- 
able basis for the future successful operation of the railroads 
in the United States, in harmony with our long-established 
policy of private ownership and operation. That the success 
of the Act has not yet been thoroughly demonstrated in all of 
its aspects, I admit. I believe, however, that it would be a 
great mistake to attempt to amend or change the Act in any 
of its fundamental features at the present time. I do not think 
we have yet had sufficient experience under the Act to justify 
a conclusion that a change is actually necessary or, if necessary, 
to indicate clearly what the change should be. I firmly believe 
that if the Act is permitted to remain as it is for a period of 
five years, and if the railway managers could be assured that 
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it would not be changed within that period of time, such 
knowledge would have a most stimulating and encouraging 
effect, not only upon the railway managers, but upon investors 
as well, and would in itself go far to assure the success of the 
Act. Undoubtedly the Act is not perfect in all its details. 
Nevertheless I believe that in its present form it makes private 
ownership and operation of the railroads possible, and that too 
on a basis much to be preferred to the only probable alternative. 
I urge, therefore, that the Act in its present form be given a 
fair and sympathetic trial. 
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